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CLARIDAD & CROWE

Certified Public Accountants 101 Larkspur Landing Circle, Suite 311, Larkspur, CA 94939
A Partnership of Professional Corporations Telephone (415) 464-8999
Facsimile (415) 464-9009

INDEPENDENT AUDITOR’S REPORT

Board of Directors
Robert Van Securities, Inc.
QOakland, California

We have audited the statement of financial condition of Robert Van Securities, Inc. (a California
corporation) as of December 31, 2004, and the related statements of operations, changes in stockholders’
equity and cash flows for the year then ended. These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based
on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audit provides reasonable
basis for our cpinion.

In our opinion, the financial statements referred to above present fairly, in all material respects,
the financial position of Robert Van Securities, Inc. as of December 31, 2004, and the results of its
operations and its cash flows for the year then ended, in conformity with U.S. generally accepted
accounting principles.

Our audit was made for the purpose of forming an opinion on the basic financial statements taken
as a whole. The information contained on pages 13 through 17 is presented for purposes of additional
analysis and is not a required part of the basic financial statements. The additional information is required
by Rule 17a-5 of the Securities and Exchange Commission. Such information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and, in our opinion, is fairly
stated in all material aspects in relation to the basic financial statements taken as a whole, and in
conformity with the rules of the Securities and Exchange Commission.

WJGQ&

CERTIFIED PUBLIC ACCOUNTANTS

March 21, 2005




ROBERT VAN SECURITIES

STATEMENT OF FINANCIAL CONDITION

December 31, 2004

ASSETS

Due from clearing broker

- Refundable income taxes

Deposit with clearing broker

Other current assets

Investment in and advances to affiliate

Deferred income taxes

Other assets

Fumiture and equipment, net of accumulated depreciation of § 117,458

LIABILITIES AND STOCKHOLDERS’ EQUITY

Bank overdraft
Accounts payable

Total hiabilities

Common stock, no par, 100,000 shares authorized,
60,000 shares issued and outstanding

Additional paid in capital

Retained earnings

Total stockholders’ equity

See notes to financial statements.
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$ 734
86,318
550,058
53,446
13,704
35,460
18,612
24,778

$ 783,110

$ 9,732

63.982

73,714

271,500
22,780
415.116

709.396

$ 783,110
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ROBERT VAN SECURITIES, INC.
STATEMENT OF OPERATIONS
For the Year Ended December 31, 2004
REVENUES
Commissions
Advisory fees

Loss on investment in affiliate

EXPENSES
Compensation
Employee benefits
Clearing costs
Outside services
Regulatory fees
Commissions

Other operating expenses

LOSS BEFORE INCOME TAX BENEFIT
INCOME TAX BENEFIT

NET LOSS

See notes to financial statements.
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$ 1,320,741
51,593

(9.831)
1,362,503

954,230
154,138
105,834
51,531
13,620

33,291

495,727

1,808.371

(445,868)

148,137

$ (297,731)




ROBERT VAN SECURITIES, INC.
STATEMENT OF CHANGES IN STOCKHOLDERS’ EQUITY

For the Year Ended December 31, 2004

Additional
Common Stock Paid-in Retained
No. Amount Capital Eamings Total

Balance,

December 31, 2003 60,000 § 151,500 § 14,780 § 712,847 § 879,127
Issuance of common stock

for cash 5,000 120,000 120,000
Additional paid-in capital

contributions 8,000 8,000
Net loss (297.731) (297.731)
Balance,

December 31, 2004 65,000 $ 271,500 § 22780 $ 415,116 $ 709,396

See notes to financial statements.
6



ROBERT VAN SECURITIES, INC.
STATEMENT OF CASH FLOWS

For the Year Ended December 31 2004
Increase (Decrease) in Cash and Cash Equivalents

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss
Adjustments to reconcile net income to net cash
Used by operating activities:

Depreciation and amortization

Loss from investment in affiliate

Change in assets and liabilities:

Decrease (increase) in:

Due from clearing broker
Refundable income taxes
Deposit with clearing broker
Marketable securities owned
Advances to affiliate
Other current assets
Deferred income taxes

Increase (decrease) in:
Bank overdraft
Accounts payable
Income taxes payable
Deferred income taxes

Total adjustments
Net cash used by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of equipment

Net cash used by investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance of common stock
Proceeds from additional paid in capital contribution
Net cash provided by financing activities
NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR
SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATION:
Cash paid during the year for:

Interest expense
Income taxes

See notes to financial statements.
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$ (297,731)

12,665
9,831

114,202
(75,910)
25,177
114,250
(23,535)
2,440
(27,605)

8,054
37,309

(800)

(35.460)

161,518

(136.213)

(2.003)
(2.003)

120,000

8.000

128.000

(10.216)

10,216

3 0
b 0
$ 800




ROBERT VAN SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS

For the Year Ended December 31, 2004

NOTE A — Summary of Significant Accounting Policies

General
Robert Van Securities, Inc. (the Company), a California corporation, was incorporated in

November, 1991, and registered as a broker-dealer under the Securities and Exchange Act of
1934 in June, 1992, when securities transactions commenced. The Company’s operations

commenced in January, 1992.

Accounting

These financial statements are prepared using the accrual method of accounting.

Furniture and Equipment

Furniture and equipment purchases greater than $500 are recorded at cost. Maintenance
and repairs are expensed as incurred. Depreciation is provided on a straight-line and accelerated
basis over the estimated useful lives of the assets (5 to 7 years).

Statement of Cash Flows

For purposes of the statement of cash flows, the Company considers all highly liquid debt
instruments purchased with a maturity of three months or less to be cash equivalents.

Regulatory Requirements

The Company is exempt from the requirements of Rule 15¢3-3 pursuant to the rules for
broker-dealers who clear all transactions for customers on a fully disclosed basis with a clearing
broker-dealer and who promptly transmit all customer funds and securities to the clearing

broker-dealer.

Securities Transactions

Investments in marketable securities are shown at market value. The change in
unrealized gains and losses on investments in marketable securities is reflected in the statement
of operations. Securities transactions are recorded on the trade date.

Estimates
The preparation of financial statements in conformity with generally accepted accounting

principles requires management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those estimates.
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ROBERT VAN SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2004

NOTE A — Summary of Significant Accounting Policies (continued)

Investment in Limited Liability Company

The Company’s investment in limited liability company is carried at its prorate share of
the entity’s net assets.

Advertising

The Company follows the policy of expensing any advertising costs as incurred.

Income Taxes

Deferred income taxes are provided for timing differences between financial and taxable
income. The Company reports its income and expenses on a cash basis for income tax purposes.
These differences result principally from differences in reporting certain revenues and expenses,
including depreciation, for income tax purposes and financial reporting purposes.

NOTE B - Concentrations of Credit Risk

The Company’s receivables are predominantly from other broker-dealers.

NOTE C — Related Parties

Investment in and Advances to Affiliate

The Company owns a 45% interest in SP Capital, LLC (SP Capital), a California limited
liability company. Certain officers and sharcholders of the Company are also members in SP
Capital which engages in the business of providing investment advice and management.
Members of SP Capital share in the profits and losses in proportion to the membership interest
owned by each member. No member will become liable for obligations of SP Capital in excess
of his capital contributions and profits, if any, net of distributions. As of December 31, 2004, the
Company had not made any capital contributions to SP Capital. Its decrease in value of $9,831
is included as loss in investment in affiliate in the Company’s statement of operations for the
year ended December 31, 2004.

At December 31, 2004, investment in and advances to affiliate consists of the following;:

Advances to SP Capital $ 23,535
2004 loss in investment (9.831)
$13,704
9




ROBERT VAN SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2004

NOTE D — Income Taxes

The provision for income taxes consists of the following components:

Currently refundable (payable)

Federal $ 86,318

State (800)
85,518

Deferred benefit

Federal 25,424
State 37,195
62,619
$ 148,137

The Company’s total deferred tax assets, deferred tax liabilities and deferred tax asset
valuation allowance at December 31, 2004, are as follows:

Federal State Total
Deferred tax assets $ 11,558 $ 33,847 $ 45,405
Deferred tax liabilities (8,817) (1,128) (9,945)
Deferred tax asset valuation allowance 0 0 0

$ 2741 $ 32,719 $ 35,460

The income taxes differ from the expense that would result from applying federal and
state statutory rates to income before income taxes because of non-deductible expenses,
predominantly meals and entertainment, in the amount of $11,380.

The Company has a net operating loss carryforward of $9,952 and $296,189 for federal
and state income taxes, respectively, that can be used to offset future taxable income as follows:

Expires Federal State

2013 $ $ 18,163
2014 278,026
2024 9.952 -

3 9952 $ 296,189

The Company has charitable contribution carryovers for federal and state income tax
purposes of $3,241, expiring $1,120 in 2008 and $2,121 in 2009.

10
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ROBERT VAN SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS
For the Year Ended December 31, 2004

NOTE E — Employee Benefit Plans

401(k) Plan

The Company sponsors a 401(k) Plan so that employees may contribute a portion of their
pretax income into a retirement fund. The Company elected to contribute $19,823 in 2004 to the
401(k) Plan to supplement employee contributions.

Stock Option Plan

The Company has a noncompensatory Incentive Stock Option Plan which provides for
granting to key employees incentive stock options, as defined under tax laws, for common stock.
The stock options are exercisable at a price equal to the market value on the date of the grant.
Key employees became vested in their option rights at various dates ranging from one to three
years. Vested options may be exercised any time before the expiration of ten years from the date
of the grant. To date, no options have been exercised.

A summary of the status of the Company’s stock option plan as of December 31, 2004,
and changes for the year then ended is presented below:

Weighted Exercise
Shares Average Price
Outstanding at January 1, 2000 25,000 § 3.70
Granted during 2000 2.000 19.36
Outstanding at December 31, 2000 27,000 4.86
Granted during 2001 2,000 27.24
Qutstanding at December 31, 2001 29,000 6.40
Granted during 2002 2,000 30.73
Grants terminated during 2002 (1,000) 19.36
Outstanding at December 31, 2002 30,000 7.59
Granted during 2003 3,000 23.67
Grants terminated during 2003 (1,000) 27.24
Grants terminated during 2003 (1,000) 19.36
Grants terminated during 2003 (2,000) 3.70
Outstanding at December 31, 2003 29,000 8.44
Grants terminated during 2004 (1,000) 3.70
Grants terminated during 2004 (1.000) 23.67

Outstanding at December 31, 2004 27,000 § 8.05

11




ROBERT VAN SECURITIES, INC.
NOTES TO FINANCIAL STATEMENTS

For the Year Ended December 31, 2004

NOTE F - Commitments

Minimum lease payments under noncancellable operating lease agreements for office
space, computer equipment and automobiles are as follows:

2005 $ 113,500
2006 110,300
2007 110,300
2008 110,300
Thereafter 256,400

$__700,800

Lease payments totaling $113,591 are included in other operating expenses in the
statement of operations.

NOTE G — Contingencies

Claims

The Company periodically is subject to claims and lawsuits that arise in the ordinary
course of business.

The Company has been named in an arbitration proceeding with the National Association
of Securities Dealers (NASD) alleging breach of contract in connection with the alleged failure
by the Company to comply with its obligation to purchase its allotment of shares in an initial
public offering. Claimant seeks compensatory damages of $283,050, punitive damages of
$600,000, and attorneys’ fees and costs incurred in connection with the action. It is the intention
of management to contest the case vigorously. To date, the Company has filed an answer
denying liability and the parties are in the midst of discovery. No amount has been accrued in
these financial statements since the outcome of this matter is uncertain, and since the resulting
liability, if any, cannot be determined.

NOTE H — Net Capital Requirements

The Company is subject to the Securities and Exchange Commission Uniform Net
Capital Rule (Rule 15¢3-1) which requires the maintenance of minimum net capital, and requires
that the ratio of aggregate indebtedness to net capital, both as defined, shall not exceed 15 to 1.
As of December 31, 2004 the Company’s net capital is $477,078, which is $377,078 in excess of
the minimum amounts required. The Company’s ratio of aggregate indebtedness to net capital at
December 31, 2004, was .155 to 1.0.

The rule provides that equity capital may not be withdrawn, subordinated debt may not
be repaid and cash dividends may not be paid if the resulting net capital would be less than the

amounts required under the rule.
12
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ROBERT VAN SECURITIES, INC.
COMPUTATION OF NET CAPITAL

December 31, 2004

Net Capital
Stockholders’ Equity
Deductions and/or Charges
Non-allowable assets:
Refundable income taxes
Due from affiliate
Other current assets
Investment in affiliate
Deferred income taxes

Other assets
Furniture and equipment, net

Net Capital
Aggregate Indebtedness
Items included in statement of financial condition

Bank overdraft
Accounts payable

Computation of Basic Net Capital Requirements

Minimum net capital requirement (6-2/3% of
aggregate indebtedness)

Net capital in excess of minimum requirement

Ratio of aggregate indebtedness to net capital

13

$ 709,396

(86,318)
(23,535)
(53,446)
9,831
(35,460)
(18,612)
(24,778)

(232.318)
$ 477,078

$ 9,732

63,982

§ 73714

$ 100,000

$ 377,078
15510 1.0




ROBERT VAN SECURITIES, INC.
RECONCILIATION OF NET CAPITAL
December 31, 2004

Net capital, as reported in Company’s Part II
(unaudited) FOCUS report § 478,127

Audit adjustments — {Increase)

Accounts payable (28,654)
Deferred income taxes 27,605
Net capital, as computed $ 477,078

Aggregate indebtedness, as reported in Company’s
Part II (unaudited) FOCUS report § 72,665

Audit adjustments — Increase (decrease)

Accounts payable 28,654
Deferred income taxes (27.605)
Aggregate indebtedness, as computed $ 73714

These differences result in a ratio of aggregate indebtedness to net capital of .155 to 1.0 rather
than .152 to 1.0 as previously reported.

14




ROBERT VAN SECURITIES, INC.

COMPUTATION FOR DETERMINATION OF RESERVE REQUIREMENTS
PURSUANT TO RULE 15C3-3

December 31, 2004

An exception from Rule 15¢3-3 is claimed, based on section (k)(2)(ii). All customer transactions
are processed in accordance with Rule 15¢3-1(a)(2).

INFORMATION FOR POSSESSION OR CONTROL
REQUIREMENTS UNDER RULE 15¢3-3

December 31, 2004

Not applicable.

15



CLARIDAD & CROWE

Certified Public Accountants 101 Larkspur Landing Circle, Suite 311, Larkspur, CA 94939
A Partnership of Professional Corporations Telephone (415) 464-8999
Facsimile (415) 464-9009

March 21, 2005

Board of Directors
Robert Van Securities, Inc.
Oakland, California

We have audited the financial statements of Robert Van Securities, Inc., for the year
ended December 31, 2004, and have issued our report thereon dated March 21, 2005. As part of
our audit, we made a study and evaluation of the Company’s system of internal accounting
control to the extent we considered necessary to evaluate the system as required by U.S.
generally accepted auditing standards. The purpose of our study and evaluation, which included
obtaining an understanding of the accounting system, was to determine the nature, timing, and
extent of the auditing procedures necessary to express an opinion on the financial statements.

Also, as required by Rule 17a-5(g) (1) of the Securities and Exchange Commission, we
have made a study of the practices and procedures (including tests of compliance with such
practices and procedures) followed by Robert Van Securities, Inc., that we considered relevant to
the objectives stated in Rule 17a-5(g), in making the periodic computations of aggregate
indebtedness and net capital under Rule 17a-5(g)(11) and the procedures for determining
compliance with the exemptive provisions of Rule 15¢3-3. Since the Company does not
maintain customer accounts and does not handle securities, we have not made a study of the
practices and procedures (including tests of compliance with such practices and procedures)
relevant to the objectives stated in rule 17a-5(g) for (1) making the quarterly securities
examinations, counts, verifications and comparisons, and the recordation of differences required
by Rule 17a-13, (2) complying with the requirements for prompt payment for securities under
Section 8 of Regulation T of the Board of Governors of the Federal Reserve system, and (3)
obtaining and maintaining physical possession or control of all fully paid and excess margin
securities of customers as required by Rule 15¢3-3.

The management of the Company is responsible for establishing and maintaining a
system of internal accounting control and the practices and procedures referred to in the
preceding paragraph. In fulfilling this responsibility, estimates and judgements by management
are required to assess the expected benefits and related costs of control procedures and of the
practices and procedures as referred to in the preceding paragraph and to assess whether those
practices and procedures can be expected to achieve the commission’s above-mentioned
objectives. The objectives of a system and the practices and procedures are to provide
management with reasonable, but not absolute, assurance that assets are safeguarded against loss
from unauthorized use or disposition, and that transactions are executed in accordance with
management’s authorization and recorded properly to permit the preparation of financial
statements in accordance with U.S. generally accepted accounting principles. Rule 17a-5(g) lists
additional objectives of the practices and procedures listed in the preceding paragraph.

16




Board of Directors

Robert Van Securities, Inc.
March 21, 2005

Page Two

Because of inherent limitations in any system of internal accounting control of the
practices and procedures referred to above, errors or irregularities may nevertheless occur and
not be detected. Also, projections of any evaluation of the system to future periods is subject to
the risk that procedures may become inadequate because of changes in conditions or that the
degree of compliance with procedures may deteriorate.

Our study and evaluation made for the limited purpose described in the first paragraph
would not necessarily disclose all weaknesses in the system. Accordingly, we do not express an
opinion on the system of internal accounting control or Robert Van Securities, Inc., taken as a
whole.  Our study and evaluation disclosed no condition that we believed to be a matenal
weakness.

We understand that practices and procedures that accomplish the objectives referred to in
the second paragraph of this report are considered by the Commission to be adequate for its
purposes in accordance with the Securities Exchange Act of 1934 and related regulations, and
that practices and procedures that do not accomplish such objectives in all material respects
indicate a material inadequacy for such purposes. Based on this understanding and on our study,
we believe that the Company’s practices and procedures were adequate at December 31, 2004, to
meet the Commission’s objectives and nothing came to our attention that would indicate the
Company had not complied with the condition of its exception under Rule15¢3-3 during the year
ended.

This report is intended solely for the use of management and the Securities and Exchange
Commission and other regulatory agencies pursuant to their requirements and should not be used
for any other purpose.

Coretal e Srgua=

CERTIFIED PUBLIC ACCOUNTANTS
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